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Preface

Ask yourself the following question: What will my spouse or
immediate heirs do with my practice if I die or become dis
abled? Stop and think a minute.
What would they do? Would your spouse or children be able
to take over the management of your practice? Odds are that
they would not. What, then, would become of all your hard
work and effort with your practice and clients? How can you
preserve the value of your professional accounting practice,
which may be the largest asset in your estate?
This book explains how you can ensure the continuity of
your practice with a practice continuation agreement. In the
event of death or temporary or permanent disability, a prac
tice continuation agreement helps protect your practice and
hence the business interests of your clients and the financial
interests of you and your family. It can also be used as a vehicle
for retirement.
A practice continuation agreement is a contract that pro
vides for the assumption of your practice by another CPA firm
or individual under a predetermined plan for payment based
on its value. In the event of death or permanent disability,
your practice will be transferred to another firm or individual.
In the event of a short-term disability, your clients will be tem
porarily serviced by the same CPA firm or individual at a
predetermined fee structure.
Preparing a practice continuation agreement requires time
and effort, but it is well worth the investment. Because of the
significant impact it can have on his or her estate, a practice
iii

continuation agreement should be part of every sole practi
tioner’s personal financial plan. Moreover, it can provide
important benefits to a two-practitioner partnership by
providing relief in the event of a mutual disaster. Ideally, a
practice continuation agreement should be drawn up when
you establish your practice. An unexpected event can occur at
any time and you may not have an opportunity to put your
affairs in order. In other words, do it now!
A practice continuation agreement is a practice’s survival kit.
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Chapter 1

Why Every Sole Practitioner
and Small Firm
Needs a Practice
Continuation Agreement

A T ale of T wo P ractitioners
Last year, Tom Credit, CPA, died suddenly. He was forty-two
years old. Within days, Tom’s practice started disintegrating.
Clients began to seek out other CPAs and his staff quickly
found employment elsewhere.
Tom had life insurance and some savings set aside for his
widow and two young children. But he also had a large out
standing balance on the mortgage on their home, and the
family’s future—including the children’s education—was by
no means assured. Tom’s practice, built up over years of hard
work and much sacrifice, could no longer generate an ade
quate income; indeed, before long it would become practically
worthless.
A few days after Tom’s death another CPA, named Jan
Debit, also died. Jan had had the foresight early in her prac
tice to enter into an agreement with another sole practitioner
in her community. The agreement provided for the orderly
transfer of Jan ’s clients to the other practitioner and for the
disposition of the practice’s assets for a prearranged amount.
As a result, Jan ’s clients suffered no significant break in their
accounting and tax services and her staff was provided with
some assurance of immediate future employment. Equally
important, her family was comforted by vital financial sup
port and peace of mind when they needed them most.

F oresight and P lanning
The difference between Tom and Ja n was a matter of fore
sight and planning. Ja n realized the importance of planning
3
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for her death or possible disability. This foresight led her to
arrange for the disposition of her assets, especially the valua
ble client base she had built over many years. As a result, when
Jan died, her practice continuation agreement went into effect
immediately, to the benefit of her clients, employees, and
family. She knew that only such a quick transfer would pre
vent the value of her practice from being dissipated.
Failure to plan is too often the case. When you start your
own practice, death, disability, and estate taxes are usually
the furthest things from your mind. Yet, this is in many ways
the time when your long-term personal obligations and
responsibilities are greatest. An accident or sickness could
annihilate your practice overnight, leaving your family at risk.
Most practitioners fail to recognize that their family will not be
able to continue the practice or even understand the intrica
cies of disposing of it.
You also have a professional responsibility to your clients,
whose business interests and personal tax matters could be
seriously disrupted if you suddenly became unavailable. In
addition, your staff deserves consideration. Only through a
practice continuation agreement can you guarantee your
clients uninterrupted service and your employees the likeli
hood of continued employment while preserving the value of
your practice.
Preparing a practice continuation agreement takes time and
care. First, you must assess the value of your practice and
identify a successor; then you must enter into negotiations,
which can be time-consuming and demanding. But without
such an agreement, you stand to lose virtually everything that
you worked so hard to build. Aside from owing it to yourself to
be your own best client, you owe it to your family to leave
them some financial benefits from what is possibly one of the
largest assets in your estate—your professional CPA practice.

Chapter 2

Types of Practice
Continuation Agreements

There are different types of practice continuation agree
ments, and individual plans can vary considerably. The three
basic types are one-on-one agreements, group agreements,
and state society plans. As will be discussed in chapter 5, the
success of any one of these plans rests with your choice of
successor.

O ne -on-One A greements
Many practitioners enter into one-on-one practice continua
tion agreements with other sole practitioners, partnerships, or
professional corporations in their communities. You may find
it advantageous to enter into an agreement with a larger firm,
especially if you already have a joint engagement relationship
with such a firm.
A one-on-one agreement is usually a buy/sell agreement
written to cover death or disability. A variation, commonly
used by two sole practitioners, is the cross-purchase agreement,
under which each party agrees to purchase the other’s prac
tice. A one-on-one agreement also allows for other benefits,
such as the mutual carrying of term insurance policies, payable
to the deceased’s estate; this money is used to satisfy cash
requirements in payment for the deceased practitioner’s prac
tice (such an arrangement assumes the insurability of both
parties).

G roup A greements
Under group agreements, several CPAs act as successors to
each other’s firms. When death or disability strikes a member
7
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of the group, his or her clients are asked to select a new CPA
from among the surviving members. Group agreements typi
cally deal only with the transfer of clients. Payment terms are
agreed upon at the outset. It is advisable for the group to
appoint a chairman on a rotating basis; this individual serves
as the key client contact in the event of a member’s death.

S tate S ociety P lans
The third alternative is the plans offered as a service by
some state CPA societies to assist the spouse and heirs in the
event that a member CPA failed to make his or her own
arrangements ahead of time. The state society plan—also
called an emergency assistance plan—helps provide for the
disposition of the practice. Several states have a formal plan
with rules, regulations, procedures, and a governing board.
Others are more informal.
Like other plans, state society plans deal with the transfer of
clients and usually take one of two approaches. In the first
approach, once the state is notified of a death or disability and
receives authorization to act on behalf of the CPA practice, it
contacts each client, proposes several other CPA members as
a successor, and asks each client to select one. In the second
approach, the state contacts the surviving spouse and pro
vides a list of CPAs interested in buying the practice.
These plans vary from state to state. Some may arrange for
the transfer of files or help determine a practice’s value. The
advantage of most state society plans is that they provide a
structured approach for preserving the value of a practice.
The plan is typically administered by a committee of the
state society. The committee may act as an arbitrator of any
disputes between the parties and help identify possible suc
cessors and provide advice to participants, surviving spouses,
and heirs.
State society plans may help match buyers and sellers. In
most cases, they provide an approximate value of the practice.
Although state plans may not always be able to furnish the
surviving spouse with specific candidates, they can suggest
methods of choosing potential successors.

TYPES OF PRACTICE CONTINUATION AGREEMENTS

It is important to check with your state society to be sure
that an active program exists and that the society will exercise
its authority promptly. Your spouse, attorney, and successor
must also be prepared to act promptly. It can be difficult for a
state society to provide effective assistance if it is called on too
late.

9

Chapter 3

Basic Preparations

Often the first hurdle in preparing a practice continuation
agreement is procrastination. An action plan, such as the one
provided in appendix A , can help you get started. Begin by
reviewing this step-by-step plan, modifying it as necessary to
suit your circumstances and personal goals. Be realistic about
the time needed for each step and be determined to complete
each one.
There are two primary tasks: placing a value on your prac
tice and finding a suitable successor. Before you can realisti
cally address these tasks, you have to review the goals,
procedures, and characteristics of your practice.

P ractice A nalysis
An analysis of your firm may influence the type of practice
continuation agreement you choose. A careful review pre
pares you to sit down with prospective successors and com
pare your respective practice philosophies, clients, marketing
techniques, and personnel policies. You must be ready to bare
your soul regarding your practice and promote its virtues.
The following questions can help you evaluate your practice.
Consider each one carefully to determine how it could affect
your assessment of your firm and your negotiations with a
successor. Be as objective as you can. Remember, the most
effective agreement is one that complements your overall
business objectives.
• Reputation—How good is your practice’s reputation for
service and technical expertise? How visible is it in the
community? How is your practice distinguished from the
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competition? Are you known to offer innovative solutions
to clients’ tax problems? What has been the major cause of
any client dissatisfaction or client losses?
• Specialties—What are your specialties? Have you been
expanding your range of services? Do you specialize in
growing fields? Will your successor need to have the same
specialties to survive?
•

What are your hourly or per diem rates? Are they
far above or below the market rate? How do they compare
with the rates of your successor? Do you use value billing?
Are you honest and realistic w ith your rates and
writedowns?

• E fficien cy—How do your chargeable and nonchargeable
hours compare with those of other firms? What accounts
for the nonchargeable hours? What accounts for extra
chargeable hours on certain engagements? How well do
you control your engagements?
• Profitability—What have your gross fees, net income, and
salary been on an accrual basis over the past five years?
How do your writeups and writedowns compare with
those of your competition? What has your cash collection
experience been over the past five years?
• Location—Where is your practice located? Is the local
economy sound? Is your practice area highly competitive?
What are the lease terms of your office space? Is your rent
above or below the market rate?
• Staff—How high is the morale of your staff? How well does
your staff relate to clients? How many employees are certi
fied? Is the staff likely to remain at the practice or to leave?
Have staff members signed noncompetition agreements?
Are salary and benefits competitive?
In addition to the overall evaluation, there are some signifi
cant control statistics that indicate the financial health of a
practice. Make them available at the time of the negotiations
to facilitate comparison of practices and their operations.
Significant control statistics include—

BASIC PREPARATIONS

1. Standard fees per total personnel.
2. Standard fees per partner.
3. Standard fees per professional staff.
4. Standard fees per support staff.
5. Net fees per total personnel.
6. Net fees per partner.
7. Net fees per chargeable hour.
8. Average chargeable hours per total personnel.
9. Average chargeable hours per partner.
10. Average chargeable hours per professional staff.
11. Average chargeable hours per support staff.
12. Standard fees per chargeable hour per total personnel.
13. Standard fees per chargeable hour per partner.
14. Standard fees per chargeable hour per professional
staff.
15. Standard fees per chargeable hour per support staff.
16. Net income per partner.
17. Net income per chargeable hour.
18. Salaries for professional staff per chargeable hour.
19. Salaries for total personnel per chargeable hour.
20. Direct expenses per chargeable hour.
21. Indirect expenses per chargeable hour.
22. Ratio of capital to net income.
23. Average collection period.
24. Percentage writeup (writedown) from standard.
25. Dollar value of writedowns, net of writeups from
standard.
Review your firm’s accrual- and cash-basis financial state
ments for the past five years before beginning negotiations
with the successor firm. Trends must be documented and
analyses made that support your claims. Remember that you

15
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are selling your firm’s attributes and that financial statements
offer empirical evidence regarding the success of its operations.
In addition to understanding your own firm, it is important
to understand your potential successor’s practice as well. The
evaluation questions and control statistics that you used to
evaluate your own practice also apply to your successor’s. Do
not underestimate the ill effects that different practice
philosophies and policies may have on your clients. For exam
ple, some CPAs are more flexible than others. Some demand
retainers while others bill only for services rendered. Such
differences may seem irrelevant in the initial discussions,
but they can be a major stumbling block and should be
resolved as early as possible. The more you and your successor
think alike on how to run a practice, the more likely it is that
you will reach an agreement on what the practice is worth.
The point is to try to see your firm through your potential
successor’s eyes.

C lient I nformation
You may have a good sense of what your practice is worth,
but you cannot negotiate on that basis. It is essential that you
keep good records to provide facts regarding the value of your
practice and fine-tune your operations to enhance its value.
Therefore, a most critical step in preparing for practice con
tinuation discussions is to summarize basic data about each
client. The importance of good client data cannot be overem
phasized. It is crucial in the negotiations that follow.
Many time and billing software programs can summarize,
cumulatively or for defined periods of time, such information
as collections for each client, each client’s type of business and
years with your firm, and billings by type of services rendered
(for example, audit, tax, or management advisory services) as
a percentage of gross fees. This information can provide an
overall picture of chargeable hours, amount of work done by
due date, collection delays, cash flow fluctuations, the size
and number of paying clients, and the seasonality of the
practice.
This information, in turn, can be used to project the prac
tice’s operations and cash flow for several years. Such a pro

BASIC PREPARATIONS

jection is of critical interest to the potential successor and may
facilitate negotiations.
Client profiles may also include an assessment of client per
sonalities, business philosophies, and goals. You may want to
segregate financial and nonfinancial information, with onepage summaries for each client. This information may already
be available in your client-history files.
Client profiles should provide, in columnar schedule form,
the following data:
1. Name and legal form of the individual or company and
the names and legal status of affiliated companies
2. Public or private status of the company
3. Client’s business
4. Client’s location
5. Names and ages of principals and their equity per
centages
6. Company structure and vulnerability to loss of a key
executive
7. Period of time as a client
8. How client was obtained
9. Type and frequency of services rendered
10. Function and number of employees needed to handle
the account
11. Extent of client’s computerization and programs
available
12. Average fees paid in the past three to five years for
regular and special services
13. Number of company and personal tax returns prepared
for principals and others
14. Potential for a fee increase
15. Direct costs of servicing the client
16. Adequacy of client working papers and records
17. Method of setting fees
18. Unusual service problems
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19. Problems with integration of staff and client
20. Any other desirable data in the individual case
With this information, it should be comparatively easy to
develop statistics on your practice by industry, fee size,
engagement type, profitability range, manpower require
ments, specialized services, and other factors.1
It is also important to analyze client groupings. Is any one
group more likely to switch to another CPA? Is there a concen
tration of clients in one particular industry? Are one or two
clients responsible for most of your gross fees? Have any of the
clients been serviced by a potential successor? The answers to
these questions could affect the assessment of your practice’s
value.
The importance of client information cannot be emphasized
enough. The situation is even more critical if the CPA dies
without a practice continuation agreement in force. Remem
ber, even if staff is available to assist the surviving spouse in
constructing client profiles, selling the practice in less than
thirty days is critical to obtaining any significant benefit.

1 Michael H. Gold, “ Considerations in Purchase and Sale of Accounting
Practice,” Michigan CPA (September/October 1972): 4-5, 7-9.

Chapter4

Placing a Value
on Your Practice

Valuation O verview
You should place a value on your practice before you begin
discussions with a potential successor. This will ensure that
you know the worth of your firm and of your individual
clients. You need this information to conduct meaningful
negotiations on various aspects of the practice continuation
agreement. This valuation should not be confused with the
process of valuing a practice at the time it is sold. Your goal
now is to establish a value to use as a basis for negotiations
with a potential successor.
The valuation method agreed on by both parties is included
in the practice continuation agreement. In a normal buy/sell
situation, the seller actively participates in the negotiations at
the time of the sale. However, when death or some types of
permanent disability have occurred, this is not possible.
Negotiations on the sale value of a practice for a practice con
tinuation agreement are based on the premise that the seller
m ay die or become disabled before the ink is dry on the con
tract. Buyer and seller must proceed as though a sale of the
practice were imminent, and then update this section of the
agreement as often as necessary.
Cash flow, client retention, and profitability all affect the
valuation of your practice. In the typical sale of a practice, the
two basic financial statements that need to be considered are
the balance sheet and the income statement from operations.
The balance sheet contains the historical costs of tangible
assets and any related encumbrances. Items that may be of
interest to a purchaser include client accounts receivable,
client work in process, office furniture and equipment, and
land and buildings.
21
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The income statement represents the income stream gener
ated by performing client services. The historical and
projected cash income stream is the most important factor in
determining the value of the practice or the value of the client
list. There must be sufficient cash flow to cover your successor’s
draw or salary and payments on the purchase price. The value
of your practice is enhanced if the cash flow is evenly distrib
uted over the course of the year. Seasonal or specialty practices
may command a lower purchase price than a full-service
practice. However, a buyer who believes that clients are
underserviced or that the fee structure is below market levels
may be willing to offer more for a practice. Consider also the
firm’s location and reputation, the maturity of the practice, its
client and service mix, and the quality of its staff. Keep in
mind that some of these factors may mean little to potential
buyers. Location and staff, for example, would count for nothing
if your best offer came from a practitioner interested only in
your client list.
The more profitable the firm, the higher the assessment of
its value will be. Future profitability depends on the stability
and growth potential of the client base, and on the prospects
for reducing overhead and increasing the billing rate.
The following sections consider each of the factors involved
in assessing the value of a practice when making a sale or
purchase.

Valuation of T angible A ssets
Fixed Assets
Equipment and other tangible assets can either be
negotiated as part of the practice continuation agreement or
valued separately. A separate valuation may be appropriate in
group agreements or state society plans, but agreement to a
flat offer for all hard assets such as computers, furniture,
library, and supplies can facilitate negotiations and simplify
the valuation process. You may want to offer these assets in
exchange for the down payment on the practice. The objective
is to keep the valuation as simple as possible. Haggling over
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minor assets that may hold no value for your successor could
sabotage an agreement. When land and buildings are
involved, a formal real estate appraisal can be obtained to
determine an equitable value.
Be aware that with group agreements it is unlikely any
group member will want to relocate to your office or purchase
any of your tangible assets. Hence, these assets can pass from
the estate to your heirs. If a group agreement does not provide
for their specific sale, the tangible assets should be sold for the
best available price based on current fair-market values.
Accounts Receivable
When the practice remains intact after it is sold, accounts
receivable are often purchased to maintain the appearance of
continuity for clients. In this case, you need to guarantee the
value of accounts receivable or use a discount factor based on
past collection experience. Current clients may be discounted
10 to 15 percent for the cost of collection. The discount should
be greater for doubtful accounts. In the event of death, the
discount factor may be further increased as much as 60 percent.
A separate accounts receivable subsidiary ledger is main
tained to facilitate an audit of the accounts purchased if a
repurchase is required.
When the estate retains and collects the accounts receiva
ble, it employs the successor firm as a collection vehicle and
pays that firm for its efforts. This is common in the event of
death. In such cases, collection costs are usually set at 10 to 15
percent of the amount collected and the successor is not
responsible for uncollected items. To protect your estate, you
may want to state in the agreement that no bill will be col
lected for less than its full value without prior approval by the
estate. Again, a separate accounts receivable ledger is main
tained for separate administration.
Work in Process
Work in process should be completed and billed by the suc
cessor, but placing a value on it can be difficult. Amounts
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charged for prior engagements should be compared to the
expected charge for current engagements of a similar kind.
The value of services and client collection records should be
carefully assessed. If the successor purchases any work in
process, you may be asked to guarantee its value. O f course,
billing all current accounts is the best way to minimize this
problem. The best policy is to keep work in process to a mini
mum by rendering progress billings and billing for services
upon completion.
The practice continuation agreement should address the
division of fees between your successor and your estate. How
ever, payments for the practice and payments for work in
process should be kept separate. To avoid the appearance of
bad faith, the agreement can state that, if there is a great deal
of work in process or if it is unusually complex, allocation of
fees shall be subject to the approval of the probate court or a
third party.
In most sales of CPA practices, work in process does not
receive a value, because it cannot be determined or identified.
Even if the status of a work in process is identified, the succes
sor who has purchased it usually must either restart the client
service project or finish what was begun. Successors are
therefore reluctant to purchase work in process.

Valuation of I ntangible A ssets
The most critical and elusive element in the valuation of a
practice is the value of each client. It is basically the client list
that provides for the future income stream, but clients are an
intangible asset. In many cases, client value is the only factor
that needs to be considered, for example, when the fixed
assets of a practice are of little or no value to the buyer.
Remember, you have a better chance of getting the price
you desire (especially if the price is based on retained fees) if
the prospects for client retention are high. If your client
base is not secure, the value of your firm diminishes in the
buyer’s eyes.
Nevertheless, client attrition is inevitable. It is unrealistic to
expect all clients to be retained when a practice is transferred
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from one CPA to another. On learning of the death or disability
of their CPA, many clients may feel that they have been
released from any business or personal obligation to the prac
titioner and will take their business elsewhere. But many
others are inclined to remain with the successor rather than
shop around for a new firm. It is therefore essential to inform
your clients of an agreement with a hand-picked successor
firm as soon as it is signed.
Valuation Methods
There is no single, prescribed method or formula for assess
ing the value of a practice. Each firm is different and must be
evaluated individually. The three methods described below
should be modified to fit your needs. Above all, avoid
elaborate formulas or benchmark figures, and be prepared to
be flexible when determining the value of your practice.
When preparing for the negotiations, it may be helpful to
employ several methods to establish the range within which
you plan to negotiate. The examples that follow are based on
the sample firm described in appendix B. In examples involv
ing projected income, a discount rate of 15 percent was used to
determine present value. The actual discount rates used in
negotiations will vary with risk factors, such as the cost of
available financing and the tax treatment of the purchase. The
table below summarizes the sample valuation calculations. It
shows negotiation values for the sample firm ranging from a
low of $327,780 to a high of $959,220.
Method
Multiple of gross fees
Low multiple
High multiple
Earning power
Future net income

Value
$409,186
529,535
327,780
959,220

M ultiple o f Gross Fees. Historically, the value of an account

ing practice has been determined as a multiple of gross fees.
Some consider this a ‘‘pie in the sky’’ valuation because it does
not take into account the firm’s expenses and its ability to
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generate profits; the multiple can be quite arbitrary and the
gross fees generated in one year may be unusual and therefore
not reliable. Nonetheless, almost all practitioners are familiar
with this method and it should therefore find some accep
tance in any negotiation.
The negotiator should select the multiple carefully, using a
description of the firm and its operating environment to
justify the selection. For example, metropolitan practices
may command a higher multiple than rural practices.
Multiples usually range from one-half to more than twice the
gross fees.

Gross fees
Valuation multiple
Value of practice

R ural Practice
$481,395
________ 85%
$409,186

Metropolitan Practice
$481,395
_______110%
$529,535

Earning Power. Another method assumes that the most impor

tant asset in the practice is goodwill. Goodwill means that the
buyer will generate earnings faster and at a higher level by
buying a practice than by starting one from scratch. The method
compares the buyer’s potential earnings from the purchased
practice with the potential earnings from a new practice. The
seller is paid for the effort and risk associated with the start
up period. This is often called the earning power inherent in
the firm.
The advantage of this method is that it forces the buyer to
realistically determine the costs and risks of a start-up busi
ness versus the benefits of buying an existing practice. The
buyer can use this method to persuade the seller to describe the
permanent and reliable components of the practice. The
method considers the net profitability of the firm.
The disadvantages of the earning power method arise from
the difficulty a buyer may have in assessing the projected net
income. Moreover, the parties can easily disagree over the
selection of the discount factor to be used in calculating the
present or future value of the firm.
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Year

Projected
Net Income
Purchased

Current
1
2
3
4
5
6

$215,708
240,000
265,000
290,000
320,000
355,000
390,000

Projected
Present
Net Income
New F irm Difference Value @ 15%
—
—
—
$155,000
$134,780
$ 85,000
120,000
90,740
145,000
85,000
55,890
205,000
55,000
31,450
265,000
30,000
14,920
325,000
390,000
Value of practice $327,780

Present Value o f Future N et Income. This method attempts to

assess the value of the net earnings that will be generated in
the future by existing clients. The exchange value of the prac
tice is determined by the clients who will remain and by the
services they will require. The method can be very objective
and may include agreements with specific clients on services
to be rendered, long-term contract periods, and fee levels. It
affords the negotiators the ability to agree on the costs of
future services and, therefore, on their profitability.
The principal disadvantage of the method is the difficulty of
reaching agreement on the selection of a discount factor for
calculating the value of the practice.
Year

1
2
3
4
5

Present Value @15%
Projected Net Income
$208,700
$240,000
200,380
265,000
190,680
290,000
182,960
320,000
176,500
355,000
Value of practice $959,220

Other Considerations. It is recommended that the following

factors be considered as justifications for raising or lowering
the suggested starting point for negotiations.
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1. The geographical location of the firm is/is not in an area
in which the buyer wants to practice.
2. The seller is/is not a CPA.
3. The buyer has/has not had prior experience in managing
an accounting practice.
4. The seller’s reputation is/is not high.
5. The seller’s and buyer’s ages are/are not similar.
6. The seller’s philosophy of practice does/does not allow for
integration of different work habits.
7. The seller’s and buyer’s employees are/are not compatible.
8. Personnel have/have not received proper training.
9. Growth potential is/is not present.
10. The seller’s major clients have/have not been clients for
more than three years.
11. Types of services offered are/are not compatible.
12. Types of industries served are/are not compatible.
13. Fee volumes are/are not similar.
14. Future fee increases are/are not likely.
15. The seller’s gross fees for the past five years have/have
not been increasing.
16. Billing rates are/are not compatible.
17. Total hours and chargeable time are/are not similar.
18. Net incomes as a percentage of gross revenue are/are not
similar.
19. The buyer can/cannot obtain outside financing.
20. The seller will/will not finance part of the purchase price.
Tax treatment of the purchase price should be considered.
Goodwill is capital gain to the seller and is not deductible by
the buyer, whereas a covenant not to compete is ordinary
income to the seller and is deductible by the buyer.
It is also suggested that consideration be given to any sellingprice adjustments that may be required when the net profit
percentage differs from the previously established norm.
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Finally, it seems appropriate that adjustments be made to
remove certain nonrecurring expenses from consideration when
determining the net income of the practice. Similarly, con
sideration should be given to certain costs associated with
ownership, such as extra salary bonuses, vehicles used, and
other fringe benefits.
Valuation Allocation
Once the value of the practice has been established and
agreed upon, it must be allocated among all the clients. This
allocation is based on the client profiles described in chapter
3; when these are completed, each client must have a specific
assigned value. The client list, assigned values, and negotiated
allocation method become part of the practice continuation
agreement. Should the agreement take effect, this informa
tion is used to establish payment ceilings for each client.
Individual client ceilings not only define the maximum
amount the successor will pay, they also help prevent payment
problems caused by client attrition and fee increases. Remem
ber, when your practice continuation agreement goes into
effect, you may not be present to assist your successor with
ensuring client retention and expanding services. Therefore,
your successor should not be expected to pay your estate for
lost clients or for marketing successes. The assigned client
values protect your successor and help make your practice
buyer-friendly.

29

Chapter 5

Identifying a
Potential Successor

The number-one priority of any practice continuation
agreement is the choice of a successor, and one of the principal
criteria for a successor is a sound reputation as a competent,
ethical, and professional CPA. Equally important is the
successor’s ability to buy your practice without becoming
financially overburdened. The search for a suitable successor
may not be easy. It can take time to find a practitioner whose
operating philosophy and general management style are com
patible with your own. You should remember that the key to
benefitting from your practice in the event of disability or
death is the successor you choose.

W here to L ook
The best source of candidates is your own circle of wellrespected practitioners, people you see regularly at seminars
and other professional meetings or who may have been a part
of your own informal support group or expressed an interest in
your practice. If you can find no candidates from this source,
referrals from attorneys or bankers may help. Your state society
executive director, chapter president, or other key members of
the profession may also be able to provide assistance.

W hom to Choose
Just as the candidate seeks to learn as much as possible
about your clients, you should be prepared to learn as much as
you can about the candidate. If you choose a poorly qualified
CPA, there is a high risk of client dissatisfaction and client loss.
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A well-qualified successor may not be able to retain all your
clients, but he or she should be able to retain most of them for
a significant period.
The ideal successor is a practitioner or firm you have known
for a number of years and with which you have discussed a
wide range of practice issues, including personnel and
engagement-related matters. Personality, professional qualifi
cations, experience, and reputation should all be considered.
Your successor’s efforts will in large part determine the
amount of money that will be realized from your practice. If
payment depends on a percentage of future fees, your assess
ment is especially critical, since payments will probably cease
should your clients become unhappy and leave for another
firm.

A n E xperienced P ractitioner
There are obvious advantages to entering into an agreement
with an established practitioner. Someone who already knows
the ropes is more likely to be able to retain your clients and
make the combined practice a success. Does he or she have the
resources and ability to provide proper service to additional
clients? Would it make more sense to enter into an agreement
with a larger firm with the resources to absorb a surge in client
services and operating expenses? Do not hesitate to explore
these questions with potential successors.

Y our P rofessional S taff
There may be someone on your professional staff who
helped build the practice and has sufficient experience to
assume ownership. Entering into an agreement with such an
individual has two advantages. Since a staff member already
knows the practice and its clients and is familiar with its workpapers and operating procedures, he or she can be expected to
continue the practice with the least disruption; as a result,
client retention will be high. Second, he or she may want to
continue the practice at the same office, and will therefore be
willing to purchase your tangible assets.

IDENTIFYING A POTENTIAL SUCCESSOR

A possible disadvantage is inexperience. Your staff may not
have the breadth of experience or financial resources needed
to carry on the firm. When this is the case, you might consider
entering into a practice continuation agreement with two
or more staff members, who will become co-owners of the
practice when the agreement is activated.

F ormer E mployers
Like most CPAs, before beginning your own practice you prob
ably worked for a public accounting firm to gain technical
proficiency and familiarity with a typical accounting practice.
There are probably no potential purchasers who know you as
well as your former employers. Moreover, because they are
already familiar with your technical abilities, management
skills, and personality traits, former employers may be more
likely to bypass these considerations and concentrate immedi
ately on your client base.

S pecial P roblems
In some parts of the country, there may simply be no market
for a practice such as yours. In rural areas, for example, there
may be a lack of candidates, or your niche may be so special
ized that other CPAs may not have the skills to service your cli
ent base. The solution in such a case may be a group practice
continuation agreement with area practitioners.
If a practice continuation agreement seems altogether
untenable in your situation, you might consider merging with
a neighboring practitioner. You could continue to control your
established client relationships and, over time, your clients
would become accustomed to the merger. In the event of one
partner’s death, clients would be more likely to stay with the
surviving partner. In this arrangement, payments to your
beneficiaries would be covered in the partnership agreement.
An alternative would be an agreement with a larger firm that
wishes to expand into your market.
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W hat to L ook F or
The following are some major considerations in the choice of
a successor.
1. Professional qualifications
a. Recent peer or quality review
b. Organizational and planning abilities
c. Proper monitoring and control of engagements
d. Technical proficiency
e. Client satisfaction
f . Ability to train and develop staff
g. Ability to generate fees and knowledge of the value
of the services performed
h. Ability to bill and collect promptly
i. Sense of professional responsibility
2. Personal qualifications
a. The appearance and presentation of the firm and its
personnel
b. Leadership within the firm
c. Evidence of oral and written communications skills
d. Good relations with colleagues and clients
e. Gradations of expertise within the firm
f. Useful mixture of personalities within the firm
g. Growth potential
3. Community and professional standing
a. The firm’s image
b. Community leadership of firm principals and staff
c. New clients brought in through individual contacts
d. Professional participation and leadership
accomplishments
A successful practice continuation agreement requires a
great deal of careful planning and consideration of all factors
involving the individual or firm successor. You must feel confi
dent that trust exists between your firm and your successor.

Chapter 6

Constructing the Agreement

Once you place a value on your practice and identify your
successor, you are ready to begin negotiating and constructing
the agreement. You should consider consulting with an attor
ney before the negotiation process begins. Set forth at the
beginning of the negotiations the essential terms that must be
a part of any agreement—for example, warranties of other
parties. If you cannot agree on these terms, do not be afraid to
walk away. Remember that the level of confidence and satis
faction your agreement provides depends on your negotiating
skills and strategy. As you prepare to negotiate, keep in mind
that successful negotiations result in a win-win situation for
both parties.
There are many elements to constructing a practice continu
ation agreement. Outlined below are the basic terms and con
ditions addressed by such a contract.

D efinitions
The provisions of a practice continuation agreement are tied
to the three basic definitions of temporary disability, perma
nent disability, and death or retirement. Temporary disability
is a disability caused by physical or mental ill health that does
not last more than approximately six months (a leave of
absence for military personnel could also be addressed in the
provision for assumption of the practice on a temporary basis).
Permanent disability is a total disability caused by physical or
mental ill health. Retirement is the termination of practice on
an immediate or phased basis. These definitions must be
included in the contract and must be addressed with care to
allow an element of flexibility.
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A ssumption of a P ractice
on a T emporary B asis
In the event of a temporary disability, the practice continua
tion agreement obliges the successor firm to provide employees
to assist in the daily business of your practice. The agreement
should address the temporary successor’s responsibilities,
including maintenance of billing and collection records; cover
age of malpractice insurance; responsibility for books, records,
and files; and supervision of staff. Additional protection can
be achieved by purchasing disability overhead-expense
coverage insurance to cover your overhead expenses should
you become totally or partially disabled.
Assignment of Staff and Other Employees
The employees provided are generally at the supervisory
level and have the experience and background necessary to
make management decisions and to provide on-site reviews of
work produced by your staff. They remain under your super
vision, since you are expected to return to normal practice in
a short time.
Compensation Arrangement With the Successor
The compensation arrangement should specify the going
rate for the management-level individual who assumes
responsibility for your firm or the standard fee charged to
clients by the successor firm. The fee paid to temporary
successors depends on the quality and nature of the services
provided and the season in which they are rendered. Fees for
CPAs and non-CPAs can differ. Several state plans call for pay
ment to a temporary successor of 75 percent of the normal
hourly rate charged to clients. Other plans suggest 80 percent.
However, the successor may not want to provide personnel at
less than the full rate. While you are temporarily disabled,
your staff should receive quality supervision and assistance.
Payment of fees at other than the going rate may not provide
you with the results you need. On the other hand, your client
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fee structure may not warrant payment of your successor’s
full rate. However, the successor firm may be able to compen
sate a management-level CPA at a lower rate and still provide
the quality and expertise required. This issue requires careful
negotiation. When fee structures are compatible, fewer prob
lems arise.
Conclusion Arrangement
The contractual agreement should provide for a systematic
conclusion to the arrangement for temporary services. As a
rule, advance notice of returning to work is not required by
the agreement, but as a courtesy, the temporarily disabled
practitioner should inform the successor of his or her return as
far in advance as possible.

A ssumption of a P ractice
on a P ermanent B asis
The provisions called for in the event of permanent disabil
ity or death are much more detailed. You have to assume your
inability to deal with any element of the practice and provide
for the orderly transfer of your clients to the successor firm.
Payments for your practice are then made on a predetermined
basis.
List of Clients
A list (as discussed in chapter 3) that provides such informa
tion as the type of industry or service with which the client is
associated, comparative fees per type of service for at least
three years, accounts receivable collection history, types of
services provided, and contact persons at the client’s office is
vital not only to the valuation of the CPA practice and its
ultimate sale or disposition, but to the contractual agreement
itself. The form of the client matrix may vary, but at a mini
mum it contains a list of clients, the value that is placed on the
business of each one, and the method used to determine and

41

42

PRACTICE CONTINUATION AGREEMENTS

assign these values (as discussed in chapter 4). The list is
included as an exhibit to which reference is made in the body
of the contract. It is a key contract element that should be
updated at least annually.
Working Papers
The firm’s working papers must be available to its successor.
These papers indicate the tax and accounting standards that
have been applied to each client. They can also assist in deter
mining the status of work in process and can enhance the
value of the practice. Arrangements for the transfer of these
records must be made.
Files
Billing, personnel, and all other files must also be transferred
to the successor firm. One of the most difficult problems can
be locating the files and identifying the information they
contain.
Books and Financial Statements
Since the entire practice is being transferred, the successor
must have access to all of the predecessor firm’s books. This
includes subsidiary ledgers such as payroll and accounts
receivable. It is also advisable that the firm’s financial state
ments on an accrual and cash basis for at least the past three
years be available. Ta x returns should also be available. Note
that the same information regarding the successor firm should
be available to the predecessor during negotiations and later
on during reviews of the agreements.
Work in Process and Accounts Receivable
One of the most difficult areas to define in a CPA practice is
the work in process. Usually, it is valued separately. Payment
therefore depends on the ability to identify and determine the
status of the work in process. Accounts receivable records are
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also vital in the transfer of a firm’s clients. The parties to the
agreement must decide who will be responsible for collecting
the accounts receivable and whether they will be valued and
sold to the successor firm. If the successor agrees to buy them,
they must remain separate and apart from the successor firm’s
accounts receivable records. Provisions should be made for
any service fees that may arise in the collection process.
Equipment and Supplies
CPAs sometimes do not follow the advice they give their
clients, and fail to employ an identification system for their
office furniture and equipment. Generally, all they have avail
able is their depreciation schedules. Unless a good identifica
tion system is in place, the surviving spouse, executor, or
successor firm will find it extremely difficult to identify these
items. A fixed-asset subsidiary ledger, if it contains a record of
dates of purchase, costs, serial and model numbers, and
peripheral attachments, can also assist in assessing this
element of the balance sheet. If supplies are to be sold to the
successor firm they need to be organized to allow an inventory
to be taken.
Existing Leases
Current leases of a CPA firm can be negotiated for settle
ment with the lessor, usually by the surviving spouse or execu
tor’s paying approximately six months’ rent in advance.
Sometimes even the permanently disabled practitioner or the
successor firm can negotiate release from a lease. Generally,
however, the successor does not need a second office in the
same city and does not want to have to negotiate the settlement
of the lease. To ensure client retention, a transitional lease
may be advisable. Landlords will generally agree, for a price,
to the reassignment of a lease. Advanced lease planning could
allow the lease to automatically terminate within thirty days
of your death. CPA firms also lease equipment (such as copy
ing machines) and have secondary leases for storage facilities.
Assumption of payments and lease terms for these must also
be addressed by the agreement.
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Employee Records
Good employee records are vital to a CPA firm’s operations,
but some firms neglect them. Records should be available con
taining, at a minimum, employee contracts, salary scales, per
sonnel policies, equal-opportunity practices, and performance
and salary reviews. Most agreements contain a provision for
the firm’s personnel to be hired by the successor and to be
retained unless they prove incompatible with the new firm. It
is extremely important that your staff understand that the
agreement provides for their transfer to the successor firm.
Liabilities and Malpractice Insurance
Existing and contingent liabilities must be identified,
including any current professional liability lawsuits. Most
agreements address this issue specifically. Successor firms do
not want to be associated in any way with professional liability
lawsuits brought by clients, or with some contingent liabilities.
When a practice is to be continued by another practitioner,
decisions have to be made concerning policy limits, deducti
bles, types of risks covered, and settlement provisions. O f par
ticular importance to you will be the purchase of tail coverage
to protect against claims made after the expiration of the
former malpractice policy. Because you are no longer practic
ing, premiums for tail coverage are usually reasonably priced.
Work closely with your insurance broker and attorney so that
you can obtain the full protection of your malpractice insur
ance policy.
Any debts, such as notes payable or current liabilities,
should also be identified in detail. Before negotiations can be
completed, these debts may have to be negotiated with the
creditor. Some debts cannot be assumed, and new ones may
have to be created or substituted.
Property and Casualty Insurance
This element of the agreement is of special interest to the
successor firm. Proper coverage must be in force and expira
tion dates must be known to ensure protection of assets before
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and during transfer from one office to another. The surviving
spouse or heirs also need coverage to be in force until they
have disposed of any assets not transferred. A well-organized
insurance file containing records of all current policies is
recommended.
Fees and Billing Information
The standard fees of your firm and your successor need to be
known during negotiations. Compatibility between these fees
in the marketplace is required to ensure client acceptance.
The fee structure of billings and the billing procedures them
selves are also vital to client retention. Finally, utilization of
personnel is determined principally by the fee structure.
Payment for the Practice
When considering the sale of your practice, you must be
reasonable in your assessment of its value and realistic in the
payment structure you demand. You must keep in mind that
the object of your negotiations is a practice continuation
agreement that protects your assets and provides something
to your surviving spouse or heirs. To this end, you may need to
sell your practice at a buyer-friendly price. (There is a detailed
discussion of this issue in chapter 7.) You must also remember
that the value of your practice will dissipate in less than thirty
days after your death, and that it will not last much longer
than that if you become permanently disabled and are unable
to tend to its affairs. It is essential in your negotiations and in
the drafting of the agreement that payment steps are clearly
outlined. Consideration of tax issues and responsibilities is
also critical.

G eneral P rovisions
Noncompetition Clause
It is extremely important to have this element addressed in
your contractual agreement. A noncompetition clause penal
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izes your successor for taking away any clients in the course of
the temporary disability engagement. The penalty is usually
expressed in terms of dollars to be paid for each client taken.
This is generally no less than 150 percent of the cash fees col
lected from those clients during the previous year. You should
seek the advice of an attorney as to the enforceability of any
restrictions you are thinking of including in the agreement,
since rules vary from state to state.
Termination of the Agreement
Most agreements allow for termination by either party
within thirty days of sending written notice to the other’s last
known business address. However, you can select any termina
tion period. You need this provision to allow you to void the
contract in the event of the discovery that your successor has
been involved in controversial issues that might jeopardize
retention of your clients. A significant change in financial con
ditions at either firm could also warrant termination of the
contract. There may be other instances in which you wish to
draw up a new agreement, for example, in order to transfer
the practice to a particular staff person who has gained the
respect of clients. The successor may also want to cancel, for
example, if his or her health deteriorates.
Arbitration
The parties can agree that any dispute or claim concerning
the contract will be settled by arbitration. These proceedings
would be accomplished by other CPAs not party to the con
tract, with the costs to be borne equally by each firm.
Notification
This element of the contract ensures that your clients are noti
fied of the agreement. It should be stressed to them that the
services they have been receiving will not be interrupted in
the event of your untimely departure from the practice.
Notification should be performed by your firm and should
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make the point that much thought has gone into finding a
successor firm that will provide comparable services at com
parable rates. It is even advisable that both you and your
successor visit key clients before the agreement is consummated
and inform them of the possibility of a transfer and what they
can expect. Even if it is not a stipulation in the contract, it is
extremely important that your surviving spouse or heirs be
notified that you have executed a practice continuation agree
ment. The attorney for your estate should also be notified if he
or she did not review your practice continuation agreement
before execution. This is, however, a situation that should be
avoided. (More about these specific notifications is discussed
in chapter 8.)
If possible, the permanently disabled practitioner should
assist in the orderly transfer of clients, advising the successor
on the nature and status of the engagements. This encourages
a smooth client transition and strengthens the relationship
between the successor firm and the clients. It also increases
the chance that your clients will remain with the successor
firm, resulting in payments for your practice.

N egotiation C onsiderations
The following issues may arise during the negotiations.
Carryover Expenses
Generally, your staff is paid by your estate through the date
of transfer, and by your successor thereafter. Employee
benefits such as accrued sick pay and vacations are important
for morale and should be addressed carefully.
Firm Name

Check with your state board of accountancy about your
successor’s use of your firm’s name on letterhead, business
cards, and similar documents.
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Financial Protection
You may want your successor to purchase decreasing-term
life insurance in an amount equal to his or her debt to your
estate when the transfer takes place. This protects your heirs
in the event that your successor dies before completion of the
payment terms. Your estate should be the beneficiary. The
successor should also have disability and general-practice
insurance. The cost of the insurance must be considered in
relation to the derived benefits.
Telephone and Box Numbers
To help maintain continuity, transfer your firm’s telephone
number and post-office box number to your successor upon
implementation of the agreement.
Other
Consider circumstances peculiar to your own or your succes
sor’s practice during the negotiations. For example, some
specialized work may not be transferable. If you practice out
of your home, the disposition of assets and the use of the
premises by your successor probably need to be dealt with
differently than if you operated out of a separate office. What
ever the special circumstances, they should be considered and
included in the agreement.
Incorporate the practice continuation agreement into your
will and estate and consult a competent attorney to draft your
agreement and review all related documents at the conclusion
of negotiations. A sample agreement is shown in appendix C.

Chapter 7

Payment Methods

The most common method of paying for an accounting
practice is to spread the payments over a period of five to
seven years. Some agreements have called for payments in as
few as three years, and others in as many as ten. Outright cash
payments for an accounting practice are uncommon. Down
payments are between 10 and 20 percent. Generally, you must
be willing to agree to installments to get a good price because
the successor may have minimal available funds or be unwill
ing to make a full commitment to the terms of the agreement
until retention of the majority of your clients is ensured. Make
it as easy and financially undemanding for the successor to
pay for the practice as possible. Remember, the successor must
pay your staff immediately—long before receiving fees from
the clients transferred. The timing of all payments, and penal
ties for failure to pay, should be specified in the agreement.

G roup P ayment M ethod
Several state society emergency assistance plans, used in the
event that no practice continuation agreement exists, provide
for a payment over time of 100 percent of gross fees. For exam
ple, some plans require the buyer to pay 25 percent of fees
earned in each of four years; others ask for 20 percent in each
of five years. To protect the buyer, a ceiling is placed on the
gross fees received from each client. To expedite the process,
the ceiling established is either the annual fee from the twelve
months prior to the time of transfer or the average annual fees
collected by the buyer during the payout period, whichever is
lower.
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If your successor is successful in expanding the practice, the
first ceiling method is used, since he or she, rather than your
estate, has the right to the additional fees generated. However,
if one or more of your clients are lost, the second ceiling
method is used, since your successor cannot be expected to
pay you for fees that were never earned.
This payment method is ideal for group plans. Although the
thought of group negotiations may cause some concern, it is
relatively easy with this type of formula. No one is likely to
assume an uncompromising position, because each group
member realizes that his or her estate may be the first to
require help.

C lient L ist M ethod
The payment method that protects both you and your
successor is one that is directly related to the client list and the
values assigned to each individual client. These predeter
mined client values (as discussed in chapter 4) are used to
create a payment ceiling that reflects the maximum to be paid
not only for the entire practice, but for individual clients as
well. Such a method is buyer-friendly, and averts future con
frontations over client fee collections or terminations. It
requires a separate accounts-receivable subsidiary ledger to
handle the administration of collections for each account. An
illustration follows.
Illustration of Collections/Payments on Clients
Subsequent to Purchase
Dollars Paid On
Five-Year Contract
to Seller

Dollar Gross Collections
From Client Billings
Assigned
Dollar
Clients
Value

2

A

1,000

750

500

B

5,000

5,000

5,000

C

15,000

D

4,000
25,000

Year

Year
1

3
5,000

4
5,000

5

1

2

3

4

5

-

150

100

-

-

-

5,000 1,000 1,000 1,000 1,000 1,000

25,000 25,000 30,000 30,000 35,000 5,000 5,000 5,000
4,000

4,000

3,000

3,000

3,000

800

800

600

-

-

600

600

Total
Paid
250
5,000
15,000
3,400

34,750 34,500 38,000 38,000 43,000 6,950 6,900 6,600 1,600 1,600 23,650

PAYMENT METHODS

The hypothetical purchase is based on a five-year payout,
with 20 percent of cash collections paid to your estate from bill
ings for services rendered subsequent to the purchase of the
practice. The maximum price to be paid for the practice is
$25,000.
Client A —value $1,000—terminates after the second year.
Since no future collections will be received, only $250, the
amount collected during the two-year period, is paid on this
client. No further payments are required.
Client B —value $5,000—pays out completely over the fiveyear period, and collections are received by your estate at 20
percent per year.
Client C —value $15,000—pays off its assigned dollar value in
three years. Your successor does not owe any of the increase in
fees generated from this client subsequent to the purchase.
However, the increase in fees causes the account to be paid early
because the agreement specifies payments of 20 percent of fees
collected.
Client D —value $4,000—is not paid off in full at the end of five
years. Another payment is due when the collections are made by
your successor in the sixth year.

Most practice continuation agreements should provide for
the percentage of collections due to be paid by the twentieth
day of the month following the previous month’s collection
period. The separate accounts-receivable subsidiary ledger set
up for administrative purposes should facilitate an audit, if
required. This issue must be covered in the agreement. It is
also recommended that a separate interest-bearing bank
account be maintained to segregate these transactions from
others in the successor’s practice that need to be kept
confidential.
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Chapter 8

Once the
Plan Is Complete

N otifications
Once the agreement is completed and signed, inform your
attorney, staff, and spouse of the details to ensure the smooth
transfer of the practice. All the parties have duties to perform
to ensure that your clients are efficiently serviced, that your
practice continues without interruption, and that your client
base remains intact should your practice be transferred. To
prevent surprises, your clients should also be informed at the
time you enter into a practice continuation agreement.
Keep copies of the agreement in several locations. Place one
copy in your safe-deposit box, or wherever your personal files
and valuable documents are stored. Other copies should be
given to your attorney and possibly to the executor of your
will. Appendix D contains some sample communications, to be
delivered in the event of your death, that you should consider
making when the agreement is drawn up. You may want to
revise these samples and consider adding others.
Clients should be notified by your attorney when a transfer
is imminent (see exhibit 1 in appendix D). Instructions should
be communicated to your spouse through a testamentary letter
(see exhibit 2 in appendix D). This letter instructs him or her
to call your attorney and successor or, if applicable, the chair
man of the group agreement. It should direct your attorney to
notify your clients immediately (see exhibit 3 in appendix D)
and advise your spouse to contact your state society should
any unforeseen problem arise with the practice continuation
plan. The testamentary letter should be drafted by your attor
ney to ensure proper wording, completeness, and integration
with your will and estate plan. Do not keep the testamentary
letter a secret. Once it is drafted, discuss it with your spouse.
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Make your staff aware of your plans. Advise them of their
roles and let them know what your attorney and spouse will
do. Introduce key staff members to your successor and review
with them the instructions they will receive (see exhibit 4 in
appendix D). The transition will be smoother if the parties
involved know each other and their responsibilities.
Circumstances change over time. You should meet at least
annually with your successors, or with the members of your
group plan, to discuss any changes that could affect the agree
ment. Anything that affects the value of your p racticesignificant client gains or losses, the loss of key staff, or a new
office lease—should be reflected in a revised agreement. Hav
ing invested substantial time in drawing up an agreement that
may not be activated for many years, it surely makes sense to
review its provisions once a year.

T he T ransfer of the P ractice
In the event of permanent disability, death, or retirement,
your spouse, attorney, and staff will play key roles in the trans
fer of your practice to your successor. As the steward of all
your personal documents, your attorney will notify your
clients of the transfer within twenty-four hours. Your staff can
help your attorney by updating the client list for recent
activity and changes. They can also meet with your spouse
and successor to help them take the necessary actions. Your
successor should already have been instructed in the proce
dure to follow in the event of your death.
A major consideration is the proper disposition of workpapers. The courts have ruled that workpapers are a CPA’s
personal and private property; however, the AICPA’s Code of
Professional Conduct requires that a client’s consent be
obtained before workpapers are transferred to a successor.
Therefore, clients are asked to consent to the transfer when
they are notified about the successor. This helps gauge client
retention (and, in the case of group plans, successor selection).
If a client chooses not to continue with your successor,
copies of his or her files may be stored until the statute of

ONCE THE PLAN IS COMPLETE

limitations expires, at which time they may be destroyed.
(Please consult your attorney first.) Any files stored off the
premises should be brought to the successor’s attention. For
your own protection, keep a copy of each client’s files.
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Chapter 9

The Surviving Spouse

W hat to D o F irst
Despite the trauma created by death or disability, a concrete
understanding between the practitioner and the surviving
spouse must exist with respect to the practice. It is vitally
important to begin the process of notification and transfer
immediately. The surviving spouse must understand that the
practice’s value and the cash flow resulting from the transfer
are at stake. Time is of the essence.
Clients will begin to move to another CPA firm in a very
short period of time. Even clients who have a long-term rela
tionship with the practitioner will move their accounts. The
key to preventing this is communicating to clients the fact of
the practice continuation agreement when it is completed and
signed. Clients’ primary concern is that someone will be avail
able to take care of their needs as you have done over the
years.
Your spouse must also understand that he or she is not quali
fied to practice as a CPA without certification and license. By
cooperating with the successor, assisting in the transfer of
clients, and dealing with the staff, the surviving spouse
ensures the success of the practice continuation agreement.
Most successor firms do not want the spouse as a partner or
shareholder. The practice continuation agreement is the vehicle
that prevents this potential conflict from arising.
Your spouse should also understand that divorce proceed
ings generally will not affect the execution of a practice
continuation agreement, with the exception of his or her part
in the plan. In other words, the agreement should survive a
divorce decree.
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W hom to C ontact
The first to be notified is your attorney. Next, the surviving
spouse instructs the successor to put the practice continuation
agreement into effect. Last, but not least, key staff at the firm
are notified. This allows them to put into effect the instruc
tions you have provided. In the event of death, all of this
should be done before the final funeral arrangements and
announcements are made. As soon as your incapacity or death
becomes public, the detrimental effects that you are trying to
prevent will begin to take place.
It is also advisable that the surviving spouse contact the
State Board of Public Accountancy and the state society
and its respective chapters to inform them of the situation.
You should prepare a list of persons to contact at these
organizations.

W hat I s I mportant
Your surviving spouse needs a mini-education about the
operations of your practice. He or she needs to know the loca
tions of all relevant documents, including current financial
statements and tax returns. Spouses must be able to identify
sources of ready funds. They should have the ability to sign
checks allowing them to handle the practice until the transfer
is completed. They need to understand how the practice con
tinuation agreement operates once it takes effect and how the
value of the practice was determined. Your spouse should
understand that the firm’s staff can be of great assistance to
your successor in information gathering and dealing with
office problems.
Smart practitioners also provide their spouses with informa
tion about the estate process that begins at their death. This
includes the gathering of estate asset and liability information
for use in probating the will, the notifications required to
receive or transfer assets, and preparation of individual, busi
ness, estate, and state inheritance tax returns. Another issue is
the appraisal of various assets as determined on the date of
your death.

THE SURVIVING SPOUSE

The key to dealing with the surviving spouse is communica
tion. Without it, the first few months after your death or
incapacitation will be a nightmare for your spouse. Do your
self a favor. Let your spouse in on what is going on so that he
or she knows what to expect. This is crucial to the successful
transfer of your practice.
In the event of your death without a practice continuation
agreement in place, your spouse or heirs have the burden of
selling your practice. Although the agreements are different,
the same principles and procedures used in formulating a
practice continuation agreement can also be used to formulate
a buy/sell agreement (see appendix E).
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Conclusion

An accounting practice is more than a business. It is a profes
sional and personal investment in people—in yourself, your
family, your staff, and your clients. Protecting that investment
with a practice continuation agreement is a step that every
practitioner should take.
You have worked hard to build the value of your practice.
Your family deserves to enjoy the economic benefits of the
sacrifices you have made together to succeed. Your clients
deserve to be treated professionally and with consideration.
Properly drafted and executed, a practice continuation agree
ment helps protect the value of your practice and ensures that
your heirs will enjoy the security it provides.
A practice continuation agreement is a survival kit for the
future of your practice.

67

Appendix A

Sample Action Plan

This action plan can be modified to suit your purposes.
1. Review the Different K in d s o f Practice Continuation
Agreements
• Summarize the pros and cons of one-on-one and group
plans and decide what’s best for you.
• If your state society has an emergency assistance pro
gram, review it to determine its benefits.
2. Make Basic Preparations
• Determine what effect your business and personal
objectives will have on your choice of successor, the
valuation of your firm, and your preparations for
negotiation.
• Conduct an assessment of your firm’s reputation,
specialties, rates, efficiency, profitability, location, and
staff.
• Get your practice into shape. Update your client files
and prepare client information for review by your
successor.
3. Assess the Value o f Your Practice
• Choose a valuation method (and consider using more
than one to establish a range of values for negotiations).
• Prepare a valuation of your fixed assets, accounts
receivable, and work in process.
4. Search fo r a Successor
• Consider the options: your staff, other sole practi
tioners, previous employers, or a larger firm.
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• Draw up a list of possible candidates and then reduce
the list to the most likely prospects.
• Approach the candidates and hold preliminary talks.
(Avoid any rush decisions.)
5. Begin Form al Negotiations
• Determine the subjects of negotiation.
• Set limits on how much you are willing to compromise.
6. Implement the Plan Once Negotiations A re Completed
• Contact your attorney to prepare a draft agreement.
• Discuss your plans with your spouse and attorney.
• Finalize letters of instruction to spouse, clients, attor
ney, and staff, to be delivered in the event of your
death.
• Communicate in writing to all parties what their role in
the transfer will be.
• Ensure that all copies of the agreement and relevant
documents are secure.
• Set up a meeting with your successor.
• Set up a date for the first annual review of the
agreement.

Appendix B

Sample Firm

F in a n cia l Characteristics
Gross Fees, Annual
Less: Net Writedowns
Total Net Fees
Firm Net Income
Total Assets
Total Liabilities
Owners’ Equity
F irm Characteristics
Number of Personnel
Total Charged Hours
Charged Hours per Person
Percent of Standard Fees Realized
Net Fees Realized per
—charged hour
—total hours
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Am ount

Percent

$481,395
22,048

104.8
4.8

459,347
215,708
178,910
44,150
134,760

100.0
47.0

7.25
9,365
1,290
91.85%
48
30

Appendix C

Sample Practice
Continuation Agreement

The illustrative m aterial below has been included fo r infor
mational purposes only. Practitioners who feel that any o f
this m aterial would be useful in their own agreements are
advised to consult legal counsel fo r specific advice on the
appropriateness and effect o f such use.

P ractice C ontinuation A greement
THIS AGREEM ENT, made and entered into th is_______day
of ______________ , 19________, between XYZ & COMPANY, a
______________ [general partnership] [professional corporation]
(hereinafter referred to as ‘‘X Y Z ” ) and JOHN DOE (d/b/a John
Doe, CPA, i n ___________, ___________ ) (hereinafter referred to
as “ Doe” ).
W IT N E S S E T H :
W HEREAS, XYZ and Doe are each engaged in the practice
of public accounting with their principal offices of business
both being located i n ______________ , _______________; and
W HEREAS, the parties hereto each desire to establish an
agreement so that in the event of the total temporary disabil
ity of Doe, XYZ shall furnish a competent staff person to han
dle work with the assistance of an individual of broader
experience, or if necessary to furnish an individual who is
capable of tax matters, reviews, collections, or supervision of
a staff capable of handling their own routine matters, or in the
event of the death or total disability of Doe or his retirement

F o r D iscussion Purposes O nly
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from the practice of public accounting, XYZ shall acquire the
accounting practice of Doe and Doe shall transfer the same
to XYZ.
NOW, THEREFORE, for and in consideration of the mutual
covenants and undertakings herein contained, and for other
good and valuable consideration, the full receipt and suffi
ciency of which is hereby expressly acknowledged by each
party hereto, it is agreed as follows:
Section 1. Definitions.
The terms defined in this Section 1 (unless the context
otherwise requires) for all purposes of this Agreement shall
have the respective means specified in this Section 1.
1.01. “ T o ta l T em p ora ry D is a b ilit y ” of Doe shall mean
when he is totally disabled because of ill health, physical or
mental disability, or for having failed to perform his duties for
his accounting clients for longer than_____________ (_______ ) days
but less th a n _____________ (________ ) days, unless such condition
shall be certified by Doe’s physician to be a condition which in
medical probability will be totally disabling for more than
______________ (________ ) days from the outset.
1.02. ‘‘T o ta l D is a b ility ” of Doe shall mean when he is per
manently disabled because of ill health, physical or mental
disability, or having failed to perform his duties for his
accounting clients for more th a n ______________ (________ ) days.
1.03. ‘ ‘R e tire m e n t” of Doe shall mean a date specified in
his written notice to XYZ of his retirement from the practice
of public accounting, such retirement date shall not be more
than ______________ (________ ) days nor less than _______________
(_______) days from the receipt of such notice by XYZ.
1.04. “ E ffe c tiv e D a te ” shall mean the earliest of the fol
lowing: 1) the date of Doe’s death, 2) the date of total tem
porary disability, 3) the date of total disability, or 4) the date
of retirement.
1.05. “ R e tu rn D a te ” shall mean the date when Doe is no
longer totally temporarily disabled; except that such term
F o r D iscussion Purposes O nly
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shall not include the period when Doe’s total temporary dis
ability exceeds______________ (________ ) days.
1.06. “ Doe” shall mean John Doe, d/b/a John Doe, CPA,
except that in the event of the death, total temporary disabil
ity, or total disability of Doe, the term shall be deemed to
mean the heirs, administrators, or legal representatives of
Doe as legal circumstances require.
Section 2. Transfer o f A ccounting Practice.
2.01. A c c o u n tin g Services to B e P ro vid e d . XYZ will com
mence within______________ (_______ ) working days after receipt
of written notice of the Effective Date to provide all public
accounting services of any nature whatsoever requested by
Doe or the clients which Doe served on the Effective Date,
provided, however, that XYZ shall not be obligated to under
take any request or to serve any client of Doe if such action
would violate the professional code of ethics of the State
Board of Public Accounting,______________ Society of Certified
Public Accountants, American Institute of Certified Public
Accountants, or adversely affect the professional reputation
of XYZ. In the event any client of Doe should refuse to accept
the services of XYZ, XYZ will reasonably attempt to see that
such client is served by other public accountants.
2.02. C h a rg e f o r Services. Doe shall guarantee to XYZ the
receipt of the normal hourly or per diem charge of the staff
person or individual furnished by XYZ during the total tem
porary disability of Doe. XYZ shall charge Doe’s clients the
regular and usual fees of Doe which are in effect at the time
such services are performed. Any differences shall be
adjusted accordingly.
XYZ shall charge Doe’s clients the regular and usual fees of
XYZ for services performed after the acquisition by XYZ of
Doe’s accounting practice.
2.03. D elive ry o f R e co rd s a n d F ile s . Within a reasonable
time after the Effective Date, Doe shall transfer and deliver to
XYZ all of his files and other records pertaining to his clients
that accept the services of XYZ.
F o r Discussion Purposes Only
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2.04. P a y m e n t to D o e. In the event of Doe’s death, total
disability, or retirement, for the period ending______________
(_______ ) years after the Effective Date, XYZ shall pay Doe
______________ percent (______ %) of all fees (excluding amounts
reimbursed by clients for expenses paid on their behalf by
XYZ) collected by it during such period from those clients
which Doe served on the Effective Date, but in no event less
than an amount equivalent to the total gross fees collected by
Doe during the one (1) year preceding his death, total disabil
ity, or retirement. Such payment to Doe shall be made within
______________ (________ ) days from the end of the month during
which such fees are received by XYZ. The accounting records
of XYZ pertaining to Doe’s clients may be inspected during
normal business hours at the principal offices of XYZ by Doe
or his authorized representative at any time during the
______________ (________ ) year period described above.
2.05. W ork in P ro ce ss. In the event XYZ completes any
project which was in process at the Effective Date and the
work done prior to the Effective Date is billed to the client by
XYZ, XYZ shall pay to Doe his proportionate share of the fee
collected from the client for such work as determined by the
ratio of the work done on the project at the Effective Date
to the total work involved, less_____ percent (______ %) to be
retained by XYZ for collection services.
2.06. A c c o u n ts R e ceiva b le . Doe shall retain all of the
accounts receivable of his practice that are outstanding on the
Effective Date. XYZ will, when requested by Doe, render
effective assistance in the collection of such accounts. XYZ
shall be entitled to retain______________ percent (________ %) of all
accounts receivable collected by XYZ for collection services.
2.07. D ep a rtin g C lie n ts . In the event that a client discon
tinues business for any reason, then that client shall be
excluded from any further payments, but if any of the prin
cipal owners of the client shall use the services of XYZ either
personally or in a new business venture, then that client shall
be included for the remainder of the agreement. Any other
client terminations shall be included to a maximum of the
gross fee collected by Doe during the______________ (_______ ) year
prior to his death, total disability, or retirement.
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2.08. N o tific a tio n . Doe agrees to notify all of his clients of
this agreement within______________ (________ ) days of the date of
its execution.
2.09. R e tu rn o f A c c o u n tin g P ra c tice . W ithin______________
(_______ ) working days after Doe notifies XYZ in writing of his
Return Date, XYZ shall make available for transfer and return
to Doe all of the files and other records pertaining to Doe’s
clients that accepted the services of XYZ during Doe’s total
temporary disability.
2.10. W ork in Progress. In the event Doe completes any
project which was in process at the Return Date and the work
done prior to the Return Date is billed to the client by Doe,
Doe shall pay to XYZ its proportionate share of the fee col
lected from the client for such work as determined by the
ratio of the work done on the project at the Return Date to the
total work involved, less______________ percent (________%) to be
retained by Doe for collection services.
Section 3. A ssum ption o f L ea se Obligation.
3.01. A ss u m p tio n o f L e a se s . [Immediately] [Within______
(_______ ) days] after the Effective Date (except in the event of
Doe’s total temporary disability), XYZ shall assume Doe’s
rental obligations under any and all equipment and office
space leases in existence on the Effective Date, provided,
however, that
i. XYZ shall not be obligated to assume any lease which
has a remaining term of more than ______________ (________)
months from the Effective Date;
ii. XYZ does not hereby agree to assume or become
obligated for any liability that Doe may have incurred under
any lease except for the periodic rental charges after the
Effective Date;
iii. XYZ shall not be obligated to assume any lease of Doe
unless the Lessor gives its written consent w ithin______________
(_______ ) days after X Y Z ’s request; and
iv. If Doe has more than one lease, XYZ shall be obligated to
assume only such leases that have a combined rental obliga
tion for the ______________ (________ ) month period from the
Effective Date of less than $__________________
F o r D iscussion Purposes O nly
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3.02. A ssig n m e n t. If XYZ requests, Doe shall execute an
appropriate assignment of lease assumed by XYZ pursuant to
this Agreement.
3.03. R e m o v a l F ro m P rem ises. Within a reasonable time
after X Y Z’s assumption of any office lease, Doe will remove
all his personal belongings from such leased premises.
Section 4. Purchase o f Furniture a n d Equipm ent.
W ithin______________ (_______ ) days after Effective Date, XYZ
shall offer to purchase from Doe the supplies, accounting
systems, furniture, and equipment owned by Doe as of the
Effective Date and utilized in his business office. The pur
chase price for such assets shall be their cost less depreciation
to the Effective Date. If Doe accepts such offer, XYZ shall pay
the amount within ______________ (________) days after such
acceptance against delivery of the assets and an appropriate
bill of sale executed by Doe.
Section 5. N on-Com petition by Doe.
Except upon return to work following total temporary disa
bility, Doe agrees that he will not provide public accounting
service of any nature as employer, employee, principal,
agent, shareholder, or otherwise, directly or indirectly, for
any of his clients that accept the services of XYZ (except dur
ing total temporary disability of Doe), at any time during the
period beginning with the Effective Date and ending on the
d a te ______________ (_______ ) years after the Effective Date. If
Doe does provide public accounting services in violation
hereof to Doe’s clients that accept X Y Z ’s services, XYZ shall
be entitled to recover both damages and to obtain an injunc
tion by any competent court of equity enjoining and restrain
ing him and each and every other person concerned thereby
from continuance of providing public accounting services to
such clients or other act in aid of a rival concern providing
such public accounting services to such clients in violation
hereof.
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Section 6. Non-Com petition by XYZ.
XYZ agrees that for a period o f ______________ (_______ ) years
following X Y Z’s furnishing services to Doe hereunder, it will
not accept employment or perform public accounting services
for any client of Doe’s who accepts X Y Z ’s services during
Doe’s temporary total disability unless XYZ purchases Doe’s
practice from Doe.
Section 7. Indem nification.
Doe covenants and agrees that at all times hereafter he will
indemnify and hold harmless XYZ against any and all liabilities,
losses, damages, costs, or expenses of whatever kind or
nature, including attorney’s fees, which XYZ may sustain or
incur by reason of services rendered by Doe prior to or after
the Effective Date or by reason of any act or omission, regard
less of whether such action or omission arises out of negli
gence or malfeasance, whatsoever by Doe prior to or after the
Effective Date.
Section 8. D isclaim er.
It is agreed that this Agreement does not constitute Doe the
agent, employee, or legal representative of XYZ for any pur
pose whatsoever. Doe is not granted any right or authority to
assume or to create any obligation or responsibility, express or
implied, in behalf of or in the name of XYZ. Nothing in this
Agreement is intended so as to give to Doe any rights as a part
ner in the business of XYZ or to entitle him to control in any
manner the conduct of such business.
Section 9. Arbitration.
The parties agree that any dispute or claim concerning this
Agreement, including whether such dispute or claim is
arbitratable, will be settled by arbitration. The arbitration
proceeding shall be conducted by Certified Public AccountF o r D iscussion Purposes Only
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ants, one of whom shall be selected by each party, under the
State General Arbitration Act or other applicable statute of
the State o f ______________ in effect at the time a demand for
arbitration is made. In case of the inability of the arbitrators to
reach a decision, a third Certified Public Accountant shall be
selected by the arbitrators to serve as a third arbitrator. The
decision of the arbitrators, including determination of
amount of any damages suffered, shall be inclusive, final, and
binding on both parties, their heirs, executors, administra
tors, successors, and assigns. Each party shall bear his own
expenses in the arbitration for arbitrators’ fees and attorneys’
fees, for his witnesses and other expenses of presenting his
case. Other arbitration costs, including administrative fees,
and fees for records or transcripts, shall be borne equally by
the parties.
Section 10. M iscellaneous.
10.01. G overn in g L a w . This Agreement shall be governed
and construed and enforced in accordance with the laws of
the State o f _______________
10.02. B e n e fit. This Agreement shall be binding upon and
inure to the benefit of the respective parties hereto, their
respective heirs, legal representatives, and successors. This
Agreement shall not be assignable by either party hereto
without the written consent of each party.
10.03. T erm in a tion . This Agreement may be terminated
by either party upon a ______________ (_______ ) day written
notice delivered to the other party at his last known business
address. All rights and obligations of the parties which have
accrued prior to such termination shall survive the termina
tion of this Agreement.
10.04. C a p tio n s. The captions contained in this Agreement
are for convenience of reference only and do not form a part
of this Agreement.
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IN WITNESS WHEREOF, the parties hereto have caused
this Agreement to be duly executed as of the day and year
first above written.
XYZ & COMPANY
BY:_______________________________________

JOHN DOE, Individually and d/b/a
JOHN DOE, CPA
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APPENDIX D: SAMPLE COMMUNICATIONS

Exhibit 1:
Letter From Attorney to Clients

D ear______________
You are undoubtedly aware of the death of [the deceased].
[The deceased] ’s obligation to you and appreciation for your
continuing loyalty prompted (him, her) to make provisions to
assure you of competent professional services in the event of
(his, her) incapacity or death.
These arrangements have been made solely as a service to you
but are by no means binding upon you. In the event of such a
contingency, selection of a successor accountant is entirely at
your discretion.
By agreem ent,______________ , CPA, and (his, her) staff stand
ready to complete any work that might be in process and to
prepare for timely filing of tax returns or other reports. With
your approval,______________ , CPA, has also consented to serve
your needs on a continuing basis. [The deceased] went to great
lengths to handpick this successor on the basis of (his, her)
professional capabilities and personality.
Detailed instructions have been provided both to me and to
the key person on [the deceased]’s staff to ensure confidential
safeguarding of any books and records of yours that are in our
possession. They have also been given instructions for the
prompt transfer, upon your written instructions, of any such
material to a successor accountant.
Please contact me at your earliest convenience.
Sincerely,
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Exhibit 2:
Letter o f Instructions to Spouse
(or Survivor)

D ear______________
This letter will guide you on action to be taken in the event of
my death or incapacitating disability. Prompt action on your
part and on the part of Attorney______________ will ensure the
continuity of my accounting practice and assure you maxi
mum economic benefit.
The following persons should be notified immediately:
1. Attorney______________ , who has instructions to prepare for
your signature a letter to my clients, which should be
mailed within 24 hours to minimize panic attrition.
In the event that Attorney _______________ is unable or
unwilling to act in this matter, you should immediately
contact an attorney of your choice and provide him with a
copy of the letter to my attorney, which is included with
this letter.
2. ______________ is the CPA who I have arranged to purchase
my practice or provide interim emergency service. If
_____________ , CPA, is unable or unwilling to act under our
agreement, the state society of CPAs should be notified so
that it may proceed with alternative procedures. The
____________ committee can be reached through_____________
For your information, my files contain accountants’ work
sheets and related papers that are to remain in the possession
of my personal representative as defined in ______________ state
______________ law. Attorney ______________ can advise you
further on this. These files also contain material that belongs
to my clients, such as copies of various government reports,
tax returns, and so forth______________ _ CPA, will decide which
items in these files may or should be turned over to clients.
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It will not be unusual if clients express concern over the status
of pending or imminent matters. It is important that you
assure them that arrangements have been made for the con
tinuation of competent, prompt attention to their needs.
After giving such assurance, refer them t o ______________ , CPA
[or the state-society committee].
The attorney’s instructions include the recommendation to
use the services of a key person on staff. This person, by virtue
of close involvement with all office matters, can render invalu
able services. Compensation should be commensurate with
the value of such services and should not necessarily be
limited to that person’s most recent salary. Consideration
should be given to the delegation of responsibility and exercise
of judgment expected.
Sincerely,

Encl: Instructions to Attorney
Agreement w ith ______________ , CPA
Instructions to Key Staff Member
Letter to Clients

For D iscussion Purposes Only

93

94

PRACTICE CONTINUATION AGREEMENTS

Exhibit 3:
L etter to Attorney

D ear______________ :
This letter and its enclosures provide instructions to be fol
lowed in the event of my death or incapacitating disability.
An accountant’s practice can have a definite and significant
sale value, but that value can diminish appreciably upon the
accountant’s death. It is commonplace for a CPA’s clients to
seek a replacement immediately after receiving knowledge of
the accountant’s death. To minimize attrition from this cause,
it is essential that my clients be immediately advised of prior
arrangements to provide for competent continuation of
professional services.
Following is a list of items enclosed to assist you in an orderly,
timely manner:
1. Copy of letter of instructions to my spouse
2. Suggested copy of letter to my clients
3. Copy of successor agreement entered into on [date] between
myself a n d ______________ , CPA
4. Copy of application for registration in emergency assistance
plan submitted to [state society] of CPAs on [date], provid
ing for aid in the event th a t______________ , CPA, is unable
or unwilling to act as my successor
5. Copy of letter of instructions to key person on my staff
In the event of my death:
1. Contact_______________ , CPA, with whom I have entered into
an agreement for purchase of my practice, and then take
necessary action under the terms of this agreement.
If______________ , CPA, is unable or unwilling to act under our
agreement, then the Emergency Assistance Committee
can be reached through the [state society] of CPAs at the
____________ office.
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2. Upon notification, immediately prepare a letter to clients.
It is imperative that this letter be sent to my clients as
promptly as possible, preferably within 24 hours.
3. Contact whoever currently holds or has most recently
held the key position on my staff and arrange for the
retention of that person’s services to assist in any way you
deem appropriate in the orderly transfer of my practice to
a successor. A set of instructions has been provided for this
person’s guidance. If a staff member is not able to assist
you, contact the Emergency Assistance Committee of the
[state society] of CPAs (if appropriate).
4. Ta ke or recommend such action as is necessary to best
protect the interests of my estate.
Copies of all the enclosed material have been provided to all
parties. In addition, a complete set is in my business safe
deposit box a t ______________ Bank.
In closing, I emphasize that time is of the essence and I urge
you to contact my clients promptly in this matter.
Sincerely,
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Exhibit 4:
Instructions f o r Key S t a ff M em ber

This will serve as a guideline and checklist for you of the serv
ices for w hich you have been retained by Attorney
______________ . It is intended as a supplement to the knowledge
of administrative and office procedures that you have gained
as a member of my staff.
Attorney______________ has prepared a letter to my clients and
has instructions to mail this letter within 24 hours of my
death. A copy of this letter is enclosed.
Once this letter to my clients is mailed, please do the
following:
1. Prepare or update a client service analysis.
2. Prepare an analysis of client trust account funds to aid in
prompt disbursement.
3. Prepare or update a list of fixed assets.
4. Prepare or update an inventory of significant office
supplies.
5. Provide the attorney with information concerning my
current lease.
6. Provide the attorney with an analysis of all outstanding
accounts and notes payable.
7. Provide the attorney with an analysis of open accounts
receivable.
8. Prepare an analysis of work in process for possible billing.
9. Bring books of accounts up to date.
10. Render such additional service as deemed necessary by
A ttorney______________ to aid in the orderly disposition
of the practice.
I appreciate your assistance in this matter.
Sincerely,
For D iscussion Purposes O nly

APPENDIX D: SAMPLE COMMUNICATIONS

Exhibit 5:
Letter to Clients in the Event o f D isability

D ear______________ :
I regret to inform you that due to serious illness (or other rea
son), I shall be unable, at least temporarily, to continue my
practice.
In order that there may be no interruption of services to my
clients, I have requested th a t______________ , CPA, whom I have
handpicked, assist me in this emergency in making appropri
ate arrangements. I have full confidence in (his, her) ability to
carry on during this interim period to your entire satisfaction.
If you so authorize, I shall immediately place my working
papers and other files at (his, her) disposal in order that (he,
she) may be able to commence serving you in a prompt and
efficient manner.
If you are in accord, please sign the authorization form at the
bottom of this letter and return it to me. A copy is enclosed for
your files.
I trust that my period of disability will be short and that I shall
be able to resume my practice and continue our relationship as
soon as possible. Thank you for your cooperation in this
matter.
Sincerely,

AUTHORIZATION
I hereby authorize______________ , CPA, to release workpapers
and files pertaining to services rendered for me to
______________ , CPA, for the purpose stated above.
Signed________________________
Date__________________________
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Appendix E

Sample Agreement
to Buy and Sell

The illustrative m aterial below has been included fo r infor
m ational purposes only. Practitioners who feel that any of
this m aterial would be useful in their own agreements are
advised to consult legal counsel fo r specific advice on the
appropriateness and effect of such use.

A greement to B uy and S ell
This agreement is made in ______________ , _______________ , as of
______________ , 19______ , by and between JA N E DOE, individu
ally in her capacity as survivor of the marriage of John Doe,
Deceased, and JA N E DOE, and in her capacity as Independent
Executrix of the Estate of John Doe, Deceased, hereinafter
referred to as “ Seller,” and X Y Z & COM PANY, a
______________ [general partnership] [professional corporation],
hereinafter referred to as “ Buyer.”
The parties hereby agree as follows:
I RECITALS
Buyer hereby agrees to purchase from Seller and Seller
hereby agrees to sell to Buyer the following assets of the busi
ness known as John Doe, CPA, a sole proprietorship:
A . All furniture, fixtures, and filing cabinets used in the
business of John Doe, CPA, more particularly described in
Exhibit “A” attached hereto and incorporated by reference
herein for all purposes;
For D iscussion Purposes Only
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B. All client lists of the audit clients of John Doe, CPA, more
particularly described in Exhibit “ B ” attached hereto and
incorporated by reference herein for all purposes;
C. All client lists of the general tax clients of John Doe, CPA,
more particularly described in Exhibit “ C ” attached hereto
and incorporated by reference herein for all purposes.
II WARRANTY OF OWNERSHIP
Seller represents and warrants to Buyer that on the date
hereof Seller is the owner and holder of all assets described
herein.
Ill DATE OF SALE AND CLO SING
The closing date of the sale shall be w ith in ______________
(______ ) working days after the execution of this contract by all
parties hereto.
IV PAYMENT OF PAYABLES BY SELLER
Seller agrees to pay promptly after closing all accounts pay
able of Seller currently due and unpaid.
V HOLD HARM LESS
Seller shall hold Buyer harmless from any and all obliga
tions, contracts, causes of action and/or any and all other obli
gations which might accrue to or against Buyer for any actions
taken by Seller or by John Doe, CPA, occurring before the date
of closing hereunder. This indemnification and hold harmless
agreement shall include the reasonable cost of representation
of Buyer, or on Buyer’s behalf, in any and all court actions
which may occur or accrue relating to any actions of Seller or
actions of John Doe, CPA, occurring before the date of closing
hereunder. Buyer shall assist and lend its best efforts to and
make available to Seller and/or her agent any records relating
to the business of John Doe, CPA, which are sold to Buyer
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hereunder which may be needed by Seller in defense of any
claims and/or court actions assumed by Seller hereunder.
Buyer shall hold Seller harmless and agree to defend Seller
at Buyer’s expense from any and all claims which may arise
out of activity of Buyer relating to the accounts of John Doe,
CPA, purchased from Seller hereunder which arise on or after
the date such assets are conveyed to Buyer hereunder.
V I FR EE OF LIEN S
Seller agrees, contracts, and covenants to deliver any and all
assets the subject of this contract of sale free and clear of any
and all liens, except those expressly assumed by Buyer.
VII ASSIGN M ENT AND SURVIVABILITY
OF CONTRACT
It is expressly agreed by the parties hereto that Buyer may
assign, transfer, and otherwise convey any and all interests
that it has in and to its rights under this contract to a party
mutually agreeable to the parties, providing that the assignee
is a duly licensed Certified Public Accountant authorized to
practice in the State o f _______________ It is further agreed that
this contract shall bind the successors, assigns, and heirs of
both parties hereto.
VIII PURCHASE PRICE
Buyer agrees to pay to Seller as the purchase price for the
furniture, fixtures, and client lists purchased hereunder a
total sum calculated as follows:
A . ______________ Dollars ($_______ ) payable in cash at closing
for the furniture and fixtures described in Exhibit ‘‘A ’’ hereof;
plus
B. A dollar sum equal to _____ percent (______ %) of the gross
fees collected by John Doe, CPA, during the calendar year
199_____ from all audit clients of John Doe, CPA, enumerated
on Exhibit ‘‘B ’’ attached hereto and incorporated by reference
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herein for all purposes, payable within 120 months after date
of closing hereunder; plus
C. A dollar sum equal t o _____ percent (______ %) of the gross
fees collected by John Doe, CPA, during the calendar year
199_____ from all general tax clients of John Doe, CPA,
enumerated on Exhibit “ C ” attached hereto and incorporated
by reference herein for all purposes, payable w ith in _____
months after the date of closing hereunder.
IX PAYMENT OF PURCH ASE PRICE
Buyer agrees to pay to Seller, at date of closing, the cash sum
of $______________ representing the portion of the purchase
price allocated to the furniture and fixtures described above.
The portions of the total purchase price calculated pursuant
to the foregoing Paragraphs V III B. and C. shall be allocated as
to each enumerated client such that Buyer and Seller are able
to determine the exact amount of the purchase price allocated
to each client of John Doe, CPA, based on 199_____ receipts
from each client and the proper multiplication factor. Buyer
agrees to pay to Seller in ______________ County,______________ , a
sum equal to _______ percent (______ %) of all fees collected from
all of the clients of John Doe, CPA, enumerated on Exhibits
‘‘B ’’ and “ C ” hereof until such time as Buyer has paid to Seller
an amount equal to the respective_______ percent (______ %)
or _____ percent (______ %) of gross billings charged to and
collected from each respective client of John Doe, CPA, in
calendar year 199_______Buyer agrees that all payments con
templated by the foregoing paragraph shall be fully paid to
Seller in cash w ithin _____ months after the date of closing
hereunder.
In the event that Buyer has made all contemplated monthly
installment payments to Seller during the contract period, and
a balance remains due and owing to Seller representing a por
tion of the purchase price allocated to any client, on Exhibits
“ B ” and “ C,” then at the end o f _____ months after the date
of closing hereunder, the balance due and owing to Seller with
respect to such client will be paid by Buyer to Seller in cash.
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Buyer agrees to pay to Seller on or before the 15th day of
each month during the contract period_____ percent (______ %)
of all monthly billings to the clients of John Doe, CPA, refer
enced on Exhibits “ B ” and “ C ” hereof, which were collected
during the preceding calendar month. The monthly payments
contemplated hereunder shall begin o n _______ , 199______ , for
any billings by buyer to the respective clients of John Doe,
CPA, which were collected during the month of _______ ,
199_____ . All monthly payments thereafter must be made on
or before the 15th day of each respective month of the
contract period. Buyer is obligated to make th e _____ percent
(_____ %) monthly payments herein above contemplated only
in reference to the accounts receivable from the clients listed
in Exhibits “ B ” and “ C ” hereof which are actually collected
during each respective month of the contract period. Buyer’s
payments made hereunder with respect to each listed client of
John Doe, CPA, shall further be limited to the specific dollars
amount of the purchase price allocated to each respective cli
ent on Exhibits “ B ” and “ C ” hereof.
X ACCOUNTS RECEIVABLE
Seller specifically retains all accounts receivable of John
Doe, CPA, and none of said accounts receivable are being sold
to Buyer pursuant to the terms of this contract.
X I RECORDS
Seller hereby agrees to convey to Buyer title to all records,
documents, and papers of John Doe, CPA, relating to any other
business of John Doe, CPA. In any case, the party receiving or
retaining such records shall make them available to the other
during the period o f ______________ (_______ ) years following the
closing date hereof in the event said documents are necessary
for any legitimate business purpose of the other party. Buyer
shall promptly forward to Seller all correspondence, mail, pay
ments, and documents received by Buyer after the date of
closing which relate to the operation of the business sold
For Discussion Purposes O nly

105

106

PRACTICE CONTINUATION AGREEMENTS

hereunder occurring prior to date of closing, except that buyer
may retain any letters and documents relating to the enumer
ated clients of Exhibits “ B ” and “ C ” hereof or relating to
transactions with such clients occurring after the date of
closing hereunder. Each party shall promptly forward to the
other party all mail received of the type which the respective
party is entitled to receive and retain hereunder.
X II E X P E N SE S OF THIS AGREEM ENT
Buyer and Seller each agree that each shall pay their own
expenses incident to the preparation and carrying out of this
agreement, whether or not the transactions contemplated
hereby are consummated.
X III BROKERS F E E S AND COMMISSIONS
Seller agrees to pay to ______________ , CPA, all fees incurred in
connection with this sale and agrees to hold Buyer harmless
from said expenses.
XIV ATTRITION
The parties hereby contemplate that the payments required
from Buyer hereunder are to be paid entirely from fees gener
ated from the customers enumerated on Exhibits “ B ” and
“ C ” hereof a f t e r _______ , 199_______ In the event that any
client enumerated on Exhibits “ B ” and “ C ” hereof ceases to
do business with Buyer, for any reason, after the date of clos
ing hereunder, then Buyer’s obligations to pay to Seller the
balance of the purchase price attributable to such client shall
be extinguished as of that time, and Buyer shall only be
obligated to remit to Seller th e _____ percent (______ %) of gross
payments received from such client up to the time said client
ceases to do business with Buyer.
Buyer covenants and agrees that it will use its best efforts to
retain the clients of John Doe, CPA, enumerated on Exhibits
“ B ” and “ C ” hereof and will not intentionally cease to do
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business with any of the enumerated clients on Exhibits “ B ”
and “ C ” solely for the purpose of decreasing the amount
payable to Seller pursuant to the terms of this contract.
X V RECORDS TO BE KEPT BY BUYER
Buyer agrees to set up and maintain separate client ledgers
on each of the clients of John Doe, CPA, enumerated on
Exhibits “ B ” and “ C ” hereof, separate and apart from any
other client records of Buyer, and Buyer agrees to make such
ledgers, billing records, and receipt records available to Seller
or Seller’s agents upon reasonable notice, during normal busi
ness hours, for the purpose of allowing Seller to document that
Buyer is paying to Seller, on a monthly basis,_____ percent
(_____ %) of all billings actually received from each of the
clients enumerated on Exhibits “ B ” and “ C ” hereof during
the term of this agreement.
X V I NOTICES
Any notices to be given hereunder shall be given in writing
and delivered personally or sent by registered or certified
mail, postage prepaid, as follows:
If to Buyer, addressed to XYZ & COMPANY, Certified Public
Accountants, Suite ________ , A B C Building, ______________,
If to Seller, addressed to Jane Doe, 1234 Any Street,______ ,
____________________ , with a copy t o _______________ , Attorney at
Law, ABC Building,______________ , _______________________
XV II GOVERNING LAW AND ENTIRE AGREEM ENT
This agreement contains the entire agreement between the
parties hereto with respect to the transaction contemplated
herein. This agreement shall be governed by and construed in
accordance with the laws of the State o f ________________, and
is performable i n ______________ County,_______________
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X V III WARRANT
Buyer warrants to Seller that XYZ & COMPANY and its [part
ners] [shareholders] are duly licensed to practice in the State
o f _______________
X IX ENFORCEM ENT OF CONTRACT
XYZ & COMPANY hereby agrees to be liable to Seller for per
formance of all obligations of Buyer pursuant to this Buy-Sell
Agreement.
IN WITNESS WHEREOF, the parties hereto have signed this
agreement in ___________ , ____________ , on this ______ day of
________ , 199_____
SELLER:

JA N E DOE, community survivor
of the marriage of John Doe,
Deceased, and JA N E DOE, and
as Independent Executrix of the
Estate of John Doe, Deceased

BUYER:
XYZ & COMPANY

BY:___________________________________
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Management of an Accounting
Practice Committee:
Conferences, Services,
and Publications

Conferences
Call (212) 575-3814 for additional information on conferences.
National Practice Management Conferences, targeted at
the managing partners of local firms, offer a practical
approach to practice management. Geared to mid-size and
larger local firms, but open to all. Two conferences annually:
summer and fall.
National Small Firm Conferences, designed for sole practi
tioners and firms with two to four partners, provide practical
guidance on operating a successful small firm. As with all
MAP conferences, exchange of information on management
problems and solutions with other practitioners is empha
sized. Two conferences annually: summer and fall.
National Marketing Conferences are designed primarily for
partners responsible for marketing and marketing directors of
firms of all sizes. The conferences cover techniques for suc
cessful practice development. One annual conference in June.

S ervices
Local Firm Consultation Program offers an intensive
review of your firm’s administrative procedures and advice on
management practices. The two-day consultation, conducted
by two experienced CPA practitioners with firm management
responsibility, produces constructive suggestions, solutions to
specific problems, and a fresh view of your practice. Call
(212) 575-6437.

111

112

PRACTICE CONTINUATION AGREEMENTS

The MAP Inquiry Service responds to member inquiries con
cerning firm management and administration. If you need
more help, the MAP staff will put you in touch with
experienced CPAs or consultants who can assist you with spe
cial problems. Call (212) 575-3814.

P ublications
Except where listed, call the AICPA Order Department at
(800) 334-6961 (outside New York), (800) 248-0445 (New York
State only), or (212) 575-7017 (outside U.S.).
M A P H a n d b o o k , a comprehensive 1,000-page, three-volume,

loose-leaf reference service on practice management, is
updated annually. It includes more than 200 forms, sample let
ters, checklists, and worksheets, all easy to reproduce or adapt
for your practice needs. It provides detailed financial data and
policy information, for firms of various sizes, that enable you
to compare your performance with that of comparable firms.
Topics covered include developing an accounting practice,
administration, personnel, partnerships, and management data.
For information call (212) 575-3826; to order call (800) 323-8724.
M A P S e le cte d R e a d in g s, a companion book to the M A P
Handbook, is a readers’ digest of over 500 pages of articles on
successful practice management, specially compiled from
leading professional journals. The articles contain numerous
profit-making ideas for your practice. A new edition is pub
lished annually. For information call (212) 575-3826; to order
call (800) 323-8724.

MAPWORKS—DOCUMAP contains on diskette documents
from the M A P Handbook dealing with organization, client
engagements, and personnel. Available in three formats:
APG2—No. 016911, A S C II-N o . 090080, and WordPerfect
4.2—No. 090081.
O n Your Ow n! H o w to S ta r t Your Ow n CPA F ir m provides
nuts-and-bolts advice on how to start a CPA firm. It contains

CONFERENCES, SERVICES, AND PUBLICATIONS

a wealth of hands-on information on operating profitably of
use to new and established firms, as well as to prospective firm
owners. No. 012641.
O rg a n iza tio n a l D o cu m e n ts: A G u id e f o r P a rtn ersh ip s
a n d P ro fessio n a l C o rp o ra tio n s is a guide to drafting a part

nership agreement and corporate documents. The book
includes a sample partnership agreement with more than 100
provisions and a step-by-step approach to incorporating.
Book: No. 012640; WordPerfect 4.2 disk: No. 090091; ASCII
disk: No. 090090; Book and WordPerfect 4.2 disk set: No.
090096; Book and ASCII disk set: No. 090095.
Management Series booklets cover the issues your clients are
dealing with now. Designed to help you help your clients solve
their management problems, the series includes Management
o f Working Capital (No. 090060), F ina n cing Your Business
(No. 090061), Managing Business R isk (No. 090062) and
M aking the Most o f Marketing (No. 090063).
The M A P R o u n d ta b le D is cu ss io n M a n u a l contains guide
lines for organizing a MAP roundtable discussion group. Such
a group can help firms find practical solutions to common
problems through regular m eetings and inform ation
exchange. The guidelines include sample correspondence,
forms for administering a roundtable, and twenty suggested
discussion outlines on topical management issues. To order
call (212) 575-3814.

U pcoming MAP P ublications
Call (212) 575-3814 for additional information on upcoming
publications.
W in n in g P ro p o sa ls: A S te p b y S te p G u id e to the P ro p o sa l
Process, a combination of educational text and how-to manual,

gives accountants and their marketing professionals the
specific know-how needed to win more proposals.
M a n a g in g the M a lp r a c tic e M a z e discusses the reasons for

the increase in claims, defensive practices, and insurance con-
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siderations. It also guides practitioners on working with their
attorneys in claim prevention and defense and identifies highrisk clients and engagements.
T he M a rk e tin g H a n d b o o k is a compilation of expert advice

from over twenty authorities on particular marketing strate
gies or tactics.
****
Copies of Practice Continuation Agreements—A Practice
Su rviva l K it (Product No. 090210) may be obtained by calling
the AICPA Order Department at (212) 575-7017 (outside
U.S.), (800) 334-6961 (outside New York), or (800) 248-0445
(New York only).
* * * *

About the Author

John A . Eads, president and managing director of Eads,
Hunter & Company, P.C., in Dallas, Texas, began practicing
public accounting in 1966. He served on the MAP Committee
of the Dallas chapter of the Texas Society of Certified Public
Accountants between 1972 and 1978, serving as its chairman
from 1980 to 1981. Mr. Eads also served on the Texas state soci
ety’s MAP Council and steering committee, as well as on other
committees involved in practice management.
As chairman for three years of the Texas state society’s MAP
Curriculum Committee, Mr. Eads was responsible for CPE
course development. He authored numerous MAP-related
courses, including Managing a Profitable CPA Firm, Improving
CPA Firm Profitability Through Management Controls, Mar
keting Services in Tough Times, and Survival of the Local
Firm. The Texas Society of CPAs awarded him its First-Year
Outstanding Discussion Leader Award for 1982-83, and he
received the AICPA’s Continuing Professional Education Out
standing Instructor Award for AICPA Courses for 1989-90.
Mr. Eads is a former president and chairman of the board of
directors of the Dallas chapter of the Texas Society of Certified
Public Accountants. He currently serves as treasurer and on
the executive committee of the Texas state society. He
received the society’s Distinguished Public Service Award in
1987 and in 1990 was honored with the Outstanding Chapter
President Award.
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In 1982, Mr. Eads formed the practice consultation segment
of his firm. Since then, he has been involved in the buying and
selling of medical, dental, veterinarian, and CPA practices,
and in providing practice valuation and related litigation sup
port services.
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